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FOREWORD 

WHEN the Bureau of Valuation of the Interstate Commerce 
Commission completes the tentative report of the valuation 
of a carrier, mimeographed copies of the report are sent 
to the railway company, the governors and public service commis- 
sions of the states in which the property is located and to the 
Attorney-General of the United States. Additional copies of the 
reports are difficult to obtain owing to the limited number made. 
Holders of bonds and stocks of railway corporations are very 
deeply concerned with these valuation reports, which are not easily 
understood. For this reason, the Committee on Eailroad Securi- 
ties determined to present as its annual report for 1922 to the 
Investment Bankers Association a study of this subject. 

In the accompanying text will be found a brief history of the 
Valuation Act, a description of the methods of finding values, an 
account of some of the differences as to principles and methods 
which have arisen between the carriers and the Bureau of Valua- 
tion, the uses to which the valuations may be put, and their prob- 
able effect on railway credit. In the supplement, tables are pre- 
sented setting forth the valuations of such Class I roads as are 
now obtainable, the amount of additions and betterments made to 
these properties since the date of valuation, the cost of materials 
and supplies, the cash on hand, and the outstanding capitalizations 
as of December 31, 1921. To afford a ready means of comparison, 
the above figures are also presented on a per mile basis. 

The hope is expressed that successor Committees on Bailroad 
Securities may issue from time to time supplements giving the 
valuation figures for other carriers as they are released. 

The present Committee on Railroad Securities wishes to ex- 
press its great obligation to Messrs. H. H. Copeland & Son, 111 
Broadway, New York City, who have generously drawn upon their 
study of ''Railroad Valuation" to prepare the statistical tables 
given in the supplement, and to Mr. J. E. White, of the New York 
Bar, who has done much research work and prepared valuable 
memoranda for the use of the Committee. 



THE FEDERAL VALUATION 

of the 
RAILROADS IN THE UNITED STATES 

* 

Bbief History of Valuation Act 

In order to have a better appreciation of the reasons for the 
passage of the Valuation Act, we should first give some considera- 
tion to the fundamental principle of public transportation, on 
which the rights and duties of common carriers rest. 

The state, i. e., the sovereign power, owns the public highways, 
and the transportation of goods and passengers thereon is a state 
function and logically should be performed by the state, but this 
service is delegated by the state to private individuals or corpora- 
tions; hence both the right and the duty of the state to control 
this service. 

The Federal Constitution empowers Congress ''to regulate 
commerce with foreign nations and among the several states.'' 
The first Federal legislation dealing with the regulation of inter- 
state commerce was the Interstate Commerce Act, approved Feb- 
ruary 4, 1887. Prior to that time, there had been great lack of 
uniformity among the carriers as to rates, practices and methods 
of dealing with the public, which gave rise to many State laws 
and regulations, such as the Granger Laws in the Middle Western 
States. There have been numerous amendments to the Interstate 
Commerce Act not connected with valuation, but we are not now 
concerned with these. 

The Valuation Act, which is a part of the Interstate Com- 
merce Act, was approved March 1, 1913. Some two or three 
years before that. Congress, under its authority to regulate inter- 
state commerce, had had under consideration a bill to regulate 
the issuance of securities of railroad corporations engaged in 
interstate commerce, and authorized the appointment of a com- 
mission to investigate and report with reference thereto. The 
commission, headed by Arthur T. Hadley, then President of Yale 
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University, in its report, submitted in 1911, advised against such 
legislation pending a valuation of the property used in interstate 
conameree. It is probable that this report had much to do with 
causing the passage of the Valuation Act. At the time, it was 
expected that the work of valuation could be completed in from 
three to five years, at a cost of six to ten million dollars. One 
original estimate of the cost of valuing the railroads was as low 
as ten dollars a mile. In one case the Commission expended 
$110 a mile in investigating original cost alone of a railroad con- 
structed within the last twenty-five years. According to the report 
of the Presidents' Conference Committee, under date of January 
20, 1922, the Class I carriers reporting to that Committee had 
expended $54,120,957 up to June 30, 1921. The expenditures of 
the Commission's Bureau of Valuation to the same date were 
$21,462,809, a total of $75,583,766, and the end is not yet. 

The members of the Senate and House chiefly responsible 
for the introduction of the bill to regulate the issuance of railroad 
securities and later the passage of the Valuation Act, were of the 
opinion that the roads as a whole were much overcapitalized, 
and they sought to show this as a result of valuation of the prop- 
erties. The value to be fixed was also to be the basis for deter- 
mination, of the reasonableness of rates and the fairness of taxa 
tion, as well as other basic questions depending on value of the 
properties for their settlement. 

Eequibements of the Act 

The Valuation Act directs the ConMnission to find and report 
the value of all the property owned or used by every common 
carrier subject to its jurisdiction. The Commission is directed 
to ascertain and report in detail, as to each piece of property 
owned or used by/ each such carrier for its purposes as a common 
carrier, ''the original cost to date, the cost of reproduction new, 
the cost of reproduction less depreciation, and an analysis of the 
methods by which these several costs are obtained, and the reason 
for their differences, if any. The Commission shall in like man- 
ner ascertain and report separately other values, and elements 
of value, if any, of the property of such common carrier, and an 
analysis of the methods of valuation employed, and of the reasons 
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for any differences between any such value, and each of the fore- 
going cost values. 

**Such investigation and report shall state in detail and 
separately from improvements the original cost of all lands, rights 
of way, and terminals owned or used for the purposes of a common 
carrier, and ascertained as of the time of dedication to public 
use, and the present value of the same, and separately the original 
and present cost of condemnation and damages or of purchase 
in excess of such original cost or present value.* 

*'Such -investigation and report shall show separately the 
property held for purposes other than those of a common carrier, 
and the original cost and present value of the same, together with 
an analysis of the methods of valuation employed. ' ' 

Upon the completion of valuation, the Commission is directed 
to keep itself informed of changes in the properties and to revise 
its valuations and report to Congress at the beginning of each 
regular session. 

The valuations found by the Commission are submitted to the 
respective carriers as ''Tentative Valuations", and the Act pro- 
vides for thirty days within which to file a protest, and if no 
protest should be filed within that period the ''Tentative Value" 
so found shall become the "Final Value". The Act provides 
that "All final valuations by the Conunission and the classification 
thereof shall be published and shall be prima facie evidence of 
the value of the property in all proceedings under the Act to 
regulate commerce as of the dat^ of the fixing thereof." 

The particular requirements of this Act have proved to be 
a stupendous task to both the Commission and the railroads. 
Because of the seriousness and magnitude of the work, progress 
in outlining definite policies of procedure were exceedingly slow. 
Much time was spent in developing a method of procedure only 
to find that it must be abandoned. The Commission has been 
working on valuation of the railroads for nearly ten years and 
there still seems to be no^ well defined idea of what is to be deter- 



♦ Congress recently passed an amendment to the Act, approved June 7, 1922 
(H. R. 6043. infra), 

(a) Excluding land from the "pieces of property" for which original cost 
to date, cost of reproduction new, and cost of reproduction less depreciation 
are to be ascertained. 

(b) Limiting the report on land to a report! of (1) its original cost **ascer- 
tained as of the time of dedication to public use,*' and (2) its ''present value." 
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mined as value or how it is to be ascertained. Different theories 
of valuation have been developed, the most important of which 
may be referred to as: 

(1) The "Reproduction'' theory — ^the cost of reproducing the property 
in existence on the date of valuation determines the value. 

(2) The "Investment" theory — the total cash sacrifice. In applying this 
theory, the amount taken out as profits is considered in connection with the 
amount put in, with the idea that the investor shall be allowed a reasonable 
return on what he has, in fact, contributed to the public use. 

(3) The "Original Cost" theory — similar to the "Eeproduction'' theory, 
except that the original price, instead of the present price is applied. 

(4) The "Market Value'' theory — what the property could be sold for, 
and which is based on the earning capacity of the property. 



Methods of Finding Value 

The methods of finding value prescribed by the Act follow 
in part certain elements of value mentioned in the opinion in 
Smyth V. Ames, infra, p. 24. The Bureau of Valuation makes 
an examination of the books and records of the carrier and its 
predecessors, if any, and endeavors to show the outlay in money 
for road, equipment, machinery, lands, etc., and embodies these 
in its report of tentative valuation as the original cost of con- 
struction, so far as it can be ascertained. The Bureau's field 
parties, for the purpose of reporting the cost of reproduction 
new, make a survey of the carrier property and as to such prop- 
erty, other than lands, report the estimated amount of work, mate- 
rials in place, machinery, structures, plant and other parts, and 
amounts in dollars representing these items are shown by the 
Bureau as of the valuation date, which is June 30 of the year when 
the greater part of the valuation work for the particular carrier is 
done, using prices, however, as of June 30, 1914, for all valuations. 
To show cost of reproduction less depreciation, the Bureau uses 
different percentages of depreciation for the different items. The 
Bureau likewise endeavors to show the original cost of lands, rights 
of way and terminals at the time of their dedication to public use, 
as supported by the accounting records, their value as of the 
valuation date, referred to in the reports as the '* present value", 
and, in, the later valuation reports, the excess cost of acquisition. 
In all the valuation reports that we have seen, the Commission 
reports that ''The original cost of condemnation and damages or 
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of purchase of lands owned and used, owned but not used, and 
used but not owned by the carrier for common-carrier purposes, 
in excess of the original cost of such lands, can not be ascertained. ' ' 
The carriers have done much, however, to co-operate with the 
Commission in this work. A committee of railroad presidents 
(the Conference Committee above mentioned) represents the car 
riers in looking after this work and many conferences have been 
held with the Division of Valuation to consider the principles 
and countless details connected with the work. The legal features 
of the work are of great importance, as the amount of detail and 
the expense involved require that care should be taken to see 
that the work is done in conformity with the requirements of the 
Act. It was well that this work has been under the supervision 
of counsel for both the Government and the carriers ; otherwise, 
as is easily conceivable, the differences would probably have been 
much more serious. The carriers have prepared elaborate maps 
and exhaustive engineering and other data and have aided the 
Commission's field parties by sending members of their engineer- 
ing departments to accompany them and point out the railroad 
properties, without which the Bureau of Valuation would have 
been practically unable to proceed. 

Difficulties in Finding Values 

As the Commission progressed in its valuation work its 
methods met with increasing disfavor on the part of the carriers, 
one of the main points of difference being that the Commission has 
appeared to be working for a valuation, as it is stated, for ' * rate- 
making' ' purposes, and more or less arbitrary, while the railroads 
have contended that the valuation contemplated by the Act is the 
commercial, or exchange, value. Although no definite method of 
finding value is laid down in the Act, it defines certain elements 
of value that are to be determined and treated as evidence of 
value. In its tentative valuations, the Commission, so far as pos- 
sible, seems to have reported ''Original cost to date," ''Additions 
and Betterments to date of valuation,'' "Cost of reproduction 
new," and "Cost of reproduction less depreciation," but the car- 
riers maintain that it has not reported analyses as required by 
the Act as to how it arrived at the results reported, nor analyses 
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of what is covered by the expression, ** Other values and elements 
of value ' ' used in its reports. Without analyses of how it arrived 
at the amounts reported as **Cost of reproduction new,*^ **Cost 
of reproduction less depreciation*' and the other cost values, or 
what it has allowed for ''Other values and elements of value," 
the carriers could hardly be expected to receive the Commission 's 
reports without protest. 

The question of depreciation, for example, is a serious one. 
Not so much, perhaps, with rolling stock, as experience has shown 
about how long a locomotive or car will last with ordinary usage. 
When purchased, such equipment is charged always to capital 
account and a depreciation reserve is set up sufficient to retire it 
at the end of its usefulness. The cost of such new equipment is 
never charged to maintenance. But with rails, ties and other like 
parts, which are charged to operating expenses, it is entirely dif- 
ferent. In many instances, the actual work of valuation in the field 
has been done in a period considerably later than the valuation 
date reported. How, then, can depreciation for a date so remote 
be shown, particularly in the case of property that may have even 
disappeared? Dealing with depreciation theories as to such parts 
as these presupposes want of maintenance. To state to what extent 
allowance should be made for want of maintenance, even approxi- 
mately, is probably out of the question. Total want of maintenance 
ultimately spells no value ; value disappears. Instead of assuming 
depreciation to exist and proceeding on the theory that the physical 
property constantly lessens in value, the actual facts are that the 
average well managed railroad is not only constantly maintained 
but even improved. Heavier and better material is substituted 
for that taken out. In his ' ' Memorandum upon Final Value, ' ' the 
late Director Prouty admits that, **It can safely be assumed that 
maintenance takes care of depreciation." 

Eliminating the question of deferred maintenance, which 
though it does occur at times is, however, only a temporary con- 
dition and in the end is made up, it may safely be stated that 
the property, instead of growing less in value, is constantly in- 
creasing in value. It is a well known fact that every leading 
railroad in the country is a better railroad today than ever before. 
Its constituent parts are renewed as soon as they cease to serve 
their purpose as well as new ones, and they serve their purpose 
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as well one time as another as long as they last. This question 
of depreciation has been one of the points of contention between 
the Commission and the carriers. 

Difficulty of Fading Original Cost 

Another difficult point has been the attempt of the Commission 
to find the so-called *' Original cost to date," as stipulated by the 
Act. With some of the smaller lines of comparatively recent con- 
struction, this has not been a difficult matter, as in the case of 
the Winston-Salem Southbound. But in most cases, especially 
with the older and larger systems, many of the early records have 
long ago vanished — ^have been lost, destroyed by fire or otherwise — 
and to state original cost in such circumstances has been quite 
impossible. 

Even though original cost could be fully and accurately ascer- 
tained, it is not important as an element of value. As was said 
by the Supreme Court in the Minnesota Rate Cases (p. 454) :* **It 
is clear that in ascertaining the present value we are not limited 
to the consideration of the amount of the actual investment. If 
that has been reckless or improvident, losses may be sustained 
which the community does not underwrite. As the company may 
not be protected in its actual investment, if the value of its prop- 
erty be plainly less, so the making of a just return for the use of 
the property involves the recognition of its fair value if it 
be more than its cost. The property is held in private ownership 
and it is that property, and not the original cost of it, of which 
the owner may not be deprived without due process of law (italics 
ours). But still it is property employed in a public calling, subject 
to governmental regulation and while under the guise of such 
regulation it may not be confiscated, it is equally true that there 
is attached to its use the condition that charges to the public shall 
not be unreasonable. ' ' 

As a practical illustration of this difficulty of finding value, 
we paraphrase from the report of the Hearings before the Com- 
mittee on Interstate and Foreign Commerce of the House on H. K. 
6043, pp. 97-9. 



♦ Infra, page 16. 
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Testimony was being presented concerning the question of 
whether or not any allowance for excess cost of acquisition of 
lands was made by the Commission in its valuation reports, and 
it was stated that the Commission, prior to the decision of the 
Supreme Court in the Kansas City Southern case, had served 5G 
tentative valuations. None of these had any statement as to the 
excess cost of acquisition nor did any of them contain any state- 
ment of the figure of final value of the entire property. Subse- 
quent to the decision, the Commission issued 56 supplemental 
tentative valuations, in which there were stated the excess cost 
of acquisition of lands and a tentative figure of final value. Noth- 
ing had been changed in the way of amounts ; that is, the amounts 
fixed in the tentative valuations served by the Commission were 
not changed in any way by the supplemental reports. The supple- 
mental tentative valuations merely added to the original tentative 
valuation a statement in regard to the excess cost of acquisition 
of land and a tentative figure of final value of the entire property. 

In the original tentative valuations the Commission announced 
that it would later report a figure of final value, but what was 
called a tentative valuation originally included nothing except the 
various cost figures called for by the Valuation Act. The Com- 
mission makes a blanket assertion that it has considered every- 
thing the law required and then states its figure of value. It does 
not state to what elements it attached weight and to what elements 
it did not attach weight. It was the opinion of the witness that 
the Commission did not comply with the provisions of the Act 
requiring it to state an analysis of the methods employed. What 
the Commission reports as to the present value of land is the 
value of the adjacent and adjoining land per acre applied to the 
carrier lands computed in acres. 

The witness stated that so far as he had examined the tenta- 
tive valuations reported, taking the figure of cost of reproduction 
less depreciation, the figure representing the present value of the 
lands, the figure representing the excess cost of acquisition of 
lands, the figure representing working capital, materials and sup- 
plies, and adding them together produced a total in every case 
greater than the figure of value reported by the Commission. It 
wa^ his belief that if the Commission had considered depreciation 
and going-concern value and had allowed anything for these ele- 
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ments, it had not allowed anything for the excess cost of acquisition 
of land. 

The witness then refers to the case of the Winston-Salem 
Southbound Railroad, a small railroad in North Carolina, onlj'^ 
about 90 miles long, which was built by the Atlantic Coast Line 
and the Norfolk & Western as a connecting link between them. 
The line was built but had not been entirely completed on the 
date of its valuation. There was a fairly complete report, however, 
of what the road actually cost, so that comparison could be made 
between the original cost and cost of reproduction. The Commis- 
sion reported this road as having a value of $5,850,000 as its final 
value under the Valuation Act after considering all the various 
elements. The witness stated that taking the figure of cost of 
reproduction less depreciation, the figure reported for the present 
value of land, the figure reported for working capital, materials 
and supplies, the figure reported for excess cost of acquisition of 
land, and adding them together made a total of $6,114,086, while 
the valuation reported was $5,850,000. In the case of this road, 
the Commission reported its original cost as something less than 
the final value figure reported. The facts were, that to build this 
road the corporation had issued $5,000,000 of 4% long term bonds, 
had borrowed $1,120,000 for which it issued stock subsequent to 
the date of valuation, and also had issued stock paid in for cash 
to the amount of $125,000, making $6,245,000 that the railroad 
cost. The figure reported as value could not have included any- 
thing for the excess cost of acquisition of land. The witness 
went on to say that what is true of that property is true of all 
the valuations that he had examined. The actual investment, 
therefore, of the Winston-Salem Southbound is about 6%% in 
excess of the value placed upon the property by the Commission. 

Difficulties Concebning Land Values 

Another point on which there has been serious division has been 
the question of land values. Before the Act was amended, as above 
mentioned on page 9 (foot note), the Commission was directed not 
only to ascertain and report the true present value of carrier lands, 
but also to report separately the *' present cost of condemnation 
and damages or of purchase in excess of such original cost or 
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present value." The Commission interpreted the term ''present 
value" so used to mean ''acreage value," which it arrived at by 
ascertaining the number of acres of land owned or used for com- 
mon carrier purposes and multiplying this acreage by a market 
value determined from the present value of similar adjacent and 
adjoining lands. In its valuation report on the Texas Midland, 
the Commission said: "Nothing is included for the expense of 
acquisition, nor for severance damages, nor for interest during 
construction. ' ' The Commission proceeded in this manner to ascer- 
tain the acreage value of adjacent and adjoining lands and to 
apply the same to the carrier lands on an acreage basis, reporting 
the same as the "present value" of the carrier lands. 

The carriers were much dissatisfied with this method of find- 
ing and reporting land values and protested that it was not a 
compliance with the Act. One of the most important cases 
under protest was that of the Kansas City Southern. When the 
Commission first found the tentative valuation of that property, 
it refused to find the cost of reproduction of the Company's lands, 
saying in substance that the reproduction cost of the lands could 
not be ascertained, and hence it was useless to submit testimony 
upon that issue, basing its conclusion upon its interpretation of 
the Minnesota Rate Cases (1913), 230 U. S. 352. The Kansas City 
Southern disputed the conclusions of the Commission and pointed 
out that the Commission had already determined the present value 
of adjacent lands. The importance to the Kansas City Southern 
is apparent from the fact that the Commission's tentative valua- 
tion of the lands was $4,478,267, while the Company contended 
that upon the valuation date the cost of the lands by purchase or 
condemnation was not less than $14,997,940, a difference of ap- 
proximately $10,000,000 between the figures based on the valuation 
method of the Commission and that of the carrier. 

The contention of the Kansas City Southern in its mandamus 
case was upheld by the Supreme Court, and following such deci- 
sion the Commission ascertained and reported the "present costs 
of condemnation and damages or of purchase" in excess of "pres- 
ent value", describing it as "the excess cost of the carrier lands." 

Valuations served prior to the amendment are so prepared as 
to enable carriers to support by the Commission's own figures 
any claim that the actual value of their lands i^ not less than what 
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it would cost on the date of valuation to acquire them. Valuations 
prepared and served subsequently to the amendment do not include 
any statement of * * excess cost of acquisition of the carrier lands. ' ' 
Only ''present value" is reported and it is limited to the acreage 
value of adjacent and adjoining lands. 

It is probable that this change in the tentative valuation re- 
ports of land values will lead to further protests on the part of 
the carriers and that the carriers will be prepared to support such 
protests through the preparation of correct estimates of the costs 
of acquisition of their carrier lands so that they may be prepared 
to establish the true value of such lands. 

There has been some discussion as to whether the carriers 
own their property in fee and whether the value is affected by 
the title possessed. It has even been proposed that the Valuation 
Act be amended so as to provide that the Commission shall ascer- 
tain what may be the title of the carrier to each separate parcel 
of real property held, and be governed accordingly in its report 
of values. Apart from the enormous amount of work and expense 
that this would entail, it ought to be obvious, from the fact that 
established railroads for all practical purposes hold property in 
perpetuity, that whatever be the title, it cannot affect the value 
nor the protection of that value under the Constitution. Private 
capital invested in railroad property does not lose its private char- 
acter, and the property in which such private capital is invested 
still retains its character as private property. The state could 
hardly expect private capital to embark in railroad enterprise if 
the persons who devoted their funds to this purpose were required 
to surrender their title to the property so purchased. The courts, 
all the way up to the Supreme Court of the United States, deal 
with railroad property as private property, so that all such dis- 
cussion may be dismissed as immaterial. 

GOING-CONCERN VaLUE 

The carriers insist that going-concern value is included in the 
language of the Act: ''Other values and elements of value" and 
the late Director of the Bureau of Valuation, C. A. Prouty, agrees 
with them up to a certain point. 

In his ' ' Memorandum upon Final Value ' ' Judge Prouty said : 
"The Commission must also add something on account of going- 
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concern value. After the decision in the Des Moines Gas Case, it 
was assumed in many quarters that nothing need be added for 
going value in a rate case, but the language of that case was 
squarely opposed to this interpretation, and still later in the 
Denver Water Case, the court expressly held that an addition for 
going-concern value should be made/' 

In this Memorandum going-concern value is analyzed to con- 
tain three elements designated as commercial, early losses and 
structural. The first of these, commercial, arises out of the suc- 
cessful operation of a property. Experience has shown that it is 
a profitable business enterprise. Commercial going-concern value 
therefore depends upon the earnings of a railroad, past and pros- 
pective, and Judge Prouty recommends that the Commission dis- 
regard it in finding a rate-making value because what the Com- 
mission is seeking is the value of the property, not the value of 
the business. 

The second kind of going-concern value is associated with early 
losses in the operation of a property. Many railroads during the 
first years of their operation fail to earn a fair return on the 
investment and unless the right of owners to recoup their losses 
in later years of prosperity is recognized, private capital will not 
embark) in the construction of railroads. At the same time, unless 
a carrier justifies its construction within a reasonable period and 
is able to make up the losses which it sustained in the early years 
of its operation, these losses cannot be taken into consideration. 
For this reason Judge Prouty argued that there should be a defi- 
nite period, differing perhaps for different carriers, within which 
the losses might be recouped and that unless the loss had been 
made good within that period, the value of the property should 
not be increased on that account. 

Structural going-concern value is defined by the Director in 
his ''Memorandums^ as follows: 

''Before a railroad can be successfully run, its operating 
organization must be built up. This is not accomplished by simply 
hiring so many people. The relation between these people must 
be established. A working organization must be developed. The 
same people, after this organization is perfected, will transact 
much more business and in a much more satisfactory way than 
at the beginning. 
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'*It is also necessary that the operators of these railroads 
become familiar with the property. Its weak points and its strong 
points must be developed. What traflSc it can handle to advantage, 
both through and local, and how that traffic is to be obtained and 
how handled must be thought out. No organization can economi- 
cally handle the business of a railroad until that railroad is thor- 
oughly understood. 

** Finally and perhaps principally, this railroad must estab- 
lish itself with the public. People must learn that there is such a 
railroad, must come to know the extent to which it can be used, 
must have confidence in its ability to transact the business which 
is committed to it." 

This kind of going-concern value. Judge Prouty believed, 
attaches to the property itself and is the same whether the ex- 
change value of the property is great or small and therefore should 
be added to the depreciated value of the property in determining 
final value. In his opinion appreciation plus going-concern value 
is equivalent to about 7%% of the cost of reproducing a road, 
including in such costs general expenditures, but excluding land. 

Meaning of ** Tentative" and ** Final" Value as Used in the 

Valuation Reports 

There appears to be considerable confusion as a result of the 
manner in which these terms have been used by the Commission 
in its valuation reports, and their use has been misleading. The 
Act provides for the service upon the carriers of a tentative valua- 
tion and makes further provision that such tentative valuation 
shall become the final valuation either after hearing or by default. 
The valuation reports served by the Commission contain a para- 
graph reading substantially as follows: 



"Final value. After careful consideration of all the facts contained 
herein^ including appreciation, depreciation, going-concern value, and working 
capital^ including material and suppUes, and all other matters which appear 
to, have) a bearing upon the values here reported, the values, as that term is 
used in the Interstate Commerce Act, of the property of the carrier owned 
and used, used but not owned, and owned but not used, devoted to common- 
carrier purposes, are found to be as follows:" 

The use by the Commission of the term ** Final value*' thus ap- 
pears to be for the purpose of indicating that the amounts then 
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stated are the complete figures of valuation of the property as 
found by the Commission. It does not mean the final value of 
the property as that term is used in the Act, for the valuation 
reports as served, both in the notice and order, distinctly state 
that they are tentative valuations. They do not become ' * Final ' ' 
valuations until accepted by the carrier either without protest or 
after hearing, or unless the carrier should permit the valuation 
to become final by default as provided by the Act. 

What Property of the Railroads Is Valued 

Although the Valuation Act provides for valuation of all 
property of the carriers, the property on the value of which the 
*'fair return'^ is based, as provided both by the Valuation Act 
and the Transportation Act, 1920, is the property used in the 
service of the public. 

The Valuation Reports state non-carrier property separately, 
as lands held for purposes other than those of a common carrier, 
structures of like character, investments in other companies, securi- 
ties owned, and other property not used for common carrier 
purposes. 

The Reports state the original cost of such lands as supported 
by the accounting records, or that such original cost cannot be 
ascertained, and then state a sum as the present value of such 
lands ; non-carrier structures are given a present value ; both the 
par value and the book value of investments in other companies 
are stated ; and the value of securities owned is stated in the same 
way. But these values are not included in the amounts shown as 
the value of property used for common carrier purposes. 

There is great difference among the carriers as to the amount 
and value of their non-carrier property, which, of course, is repre- 
sented in the outstanding capitalization in the same manner as 
carrier property. It is for this reason that a carrier ^s capitaliza- 
tion may not closely represent the value of its carrier property; 
hence the market value of stocks and bond& has been given little 
or no consideration in the Valuation Reports. When a carrier 
owns little or no non-carrier property, however, it would seem 
that the market value of its stocks and bonds is entitled to 
consideration. 
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Whatever value may be placed by the Commission on non- 
carrier property, it should have no bearing on the Commission's 
estimate of value of carrier property. 

Result of Completion of Valuation 

The Act provides that the valuations -found by the Commission 
shall be ^^ prima facie evidence of the value of the property in all 
proceedings under the Act." It is to be borne in mind, therefore, 
that the ''Final Value" found and reported by the Commission, 
even though accepted without protest by the carrier, is not neces- 
sarily the last word. It must still stand the test of judicial inquiry, 
if need be. As such prima facie evidence it would, of course, carry 
great weight in any hearing, but the carriers are not estopped 
from introducing other evidence in their own behalf. The Com- 
mission has no power to fix a ' ' Final Value ' ' of itself and compel 
its acceptance by the carriers, for they will still have the right 
to go into court and attack these valuations. The Commission is a 
body with powers delegated by a legislative body and its acts are, 
therefore, subject to judicial review. 

**The perpetuity of our institutions and the liberty enjoyed 
under them depend in no small degree upon the power given the 
judiciary to declare null and void all legislation clearly repugnant 
to the supreme law of the land." {Smyth v. Ames.)* 

Keeping Valuations Up to Date 

It has often been said that even before valuation has been 
completed it would be out of date and of little or no use, and it 
is quite apparent that unless some method can be devised to keep 
the valuations up to date, they will soon be of little or no account. 
To add to the value when found actual expenditures in dollars 
and cents for additions and betterments and to deduct the actual 
cost of retirements is only partly a solution. The actual quanti- 
ties would not appear and in time the valuation would be largely 
an investment valuation, corresponding to the carrier's property 
investment account, and not a structural or inventory valuation. 
To assemble these units of added and retired quantities after the 



♦ Infra, page 24. 
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lapse of several years and apply prices so as to bring the valua- 
tion down to date would be a huge task. The late Director Prouty 
said that he did not believe it would ever be done. 

There are other difficulties. Whatever may be the outcome of 
the controversy in regard to depreciation, allowing for additions 
and betterments and for retirements does not provide tor obsoles- 
cence of buildings, bridges, and other parts that become outgrown 
and must be discarded though still as serviceable up to their 
capacity as when first put in use, nor does this allowance take 
into consideration changes that may occur in the value of lands. 
It seems apparent that only reappraisal of these parts of the 
property would provide for such changes. 

Fixing Bates 

Probably only those with long and close familiarity with the 
making of rates have a working understanding of this exceedingly 
complex question, with its problems of competition, differentials 
and other difficulties peculiar thereto. To state fixed sums as the 
value of the several railroad properties and then to prescribe 
rates that shall yield a fair return on the total of such sums for 
the respective groups defined by the Commission, has, of course, 
the sanction of authority, but it is only a bench mark. The fixing 
of rates is a practical, business matter of adjustment and com- 
promise. It is easily conceivable that a road or all the roads of a 
group or of the entire country may be honestly capitalized and 
honestly and efficiently managed, and still not be able to charge 
rates that will yield a fair return on the fair value of the property. 
In the rate increase of 1920, Ex parte 74, the Commission fixed a 
tentative value for the roads by groups aggregating $18,900,000,000, 
which was probably well within the fair value of the properties, 
and then made a sincere attempt to adjust rates to yield net 
operating income of 6% on that amount; with what result! For 
the year 1921, the Class I roads in the Eastern Group earned 
3.3%, in the Southern, 2.6% and in the Western, 3.5%, with an 
average percentage of 3.31 for these roads as a whole {Reduced 
Rates, 1922, 68 I. C. C, 676,687). The Commission could not, nor 
could anyone else, foresee the extent of the business depression 
that set in, in the latter part of 1920, a short time after the effective 
date of the rate increase in the latter part of August. But suppose 



the Commission had foreseen it exactly. What could it have done? 
Placed the rates still higher, or fixed them at a lower level with 
the hope of lessening trade depression? Either course would have 
been futile. The result of this depression has shown that no 
matter what valuation may be finally placed on the carriers and 
no matter what may be the rates based thereon, however fair 
and true such valuation may be and however able and sincere 
may be the attempt to adjust the rates to such valuation, the 
actual returns to the carriers will in the main always be governed 
by the same inexorable, economic laws that affect any other com- 
mercial enterprise. 

As with every question that is not well understood, this rate 
problem has its peculiar effects on the general public in various 
ways. During recent months, but before the rate reduction by 
the Commission, effective July 1, 1922, the shippers in general 
insisted that the high rates retarded business, and owing to this 
attitude of the shippers the rates probably did so to some extent, 
although it was practically denied by the railroads' executives, 
who, however, admitted that rates were too high in many cases 
and should be reduced as soon as practicable. The railroad man- 
agers do not like high rates. It is safe to say that not within 
the past twenty years have the railroads made application for 
rate increases for any other reason than that they were confronted 
with the necessity for raising additional needed revenue to meet 
their legitimate charges. They know only too well the effect of 
rate increases on business and industries along their lines. More- 
over, every increase of this kind is made the excuse to exact 
higher prices, whether there may be any real justification for it 
or not. Total operating revenues for 1921 were $5,563,232,215. 
Reduced by 10% they would have been less by $556,000,000. If 
the cost of living were lowered to the entire extent of this saving, 
it would have meant $5 for each of us. Obviously this would not 
have gone a great way to reduce our living expenses. Were it 
not for the attitude of the public, particularly the shippers, it 
would not have the slightest effect on business. When business 
is good little attention is paid to rates. 

Part III of the Report of the Joint Commission of Agricul- 
tural Inquiry of the Senate and House, recently published, deals 
with Transportation. As evidence of our contention that the fix- 
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ing of rates ia a practical matter, the Joint Commission, after a 
searching inquiry and without awaiting the results of Federal 
Valuation, in its summary recommends: 

**1. That the transportation rates on many commodities^ more especially 
the products of agriculture, bear a disproportionate relation to the prices of 
such commodities; that there should be immediate reductions in transporta- 
tion rates applied to farm products and other basic commodities; and that 
reductions in rates upon the articles of higher value, or upon tonnage moving 
upon so-called ^class rates,^ are not warranted, while the rates upon agricul- 
tural products and other basic conunodities remain at their existing levels ; 
that greater consideration should be given in the future by public rate-making 
authorities and by the railroads in the making of transportation rates to the 
relative value of commodities and existing and prospective economic conditions. 

"2. That the pyramided per cent advances in rates which have been 
authorized by the Interstate Commerce Commission or made by the United 
States Railroad Administration caused the dislocation of long-standing rate 
relationships between rates upon agricultural and industrial products between 
competitive enterprises and competitive sections of the country; that the 
railroads and the public rate-making bodies should seek to readjust rates of 
the country so as to preserve so far as practicable the general relationship of 
rates existing prior to 1918, with due regard to present and future changes 
in economic conditions. * * * ^* 

In this controversy over valuations and the basing of rates 
thereon, there has been much discussion to the effect that the 
public is entitled to fair and reasonable rates. Granted. But that 
right is no greater than the right of the roads to a fair and 
reasonable return. Business practice may at times compel a road 
to take certain business at a loss, but certainly there is nothing 
in law or equity to compel any of us to serve the rest of ua under 
such conditions. It is repugnant to the Fifth Amendment. Al- 
though the property of railroads is devoted to public use, the 
private property (for it is still private property) so used is not 
at the mercy of legislative caprice but rests secure under consti- 
tutional protection, which extends not to the title only, but to 
the right to receive just compensation for the services rendered 
to the public. As was said in Smyth v. Ames (1897), 169 U. S. 
466, 546-7 : 

"It cannot be assumed that any railroad corporation, accepting franchises, 
rights and privileges at the hands of the public, ever supposed that it acquired, 
or that it was intended to grant to it, the power to construct and maintain a 
public highway simply for its benefit, without regard to the rights of the 
public. But it is equally true that the corporation performing such public 
services and the people financially interested in its business and affairs have 
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rights ,that may not be invaded by legislative enactment in disregard of the 
fundamental guarantees for the protection of property. The corporation 
may not be required to use its property for the benefit of the public without 
receiving just compensation for the services rendered by it. How such com- 
pensation may be ascertained, and what are the necessary elements in such an 
inquiry, will always be an embarrassing question. * * * 

"We hold, however, that the basis of all calculations as to the reasonable- 
ness of rates to be charged by a corporation maintaining a highway under 
legislative sanction must be the fair value of the property being used by it 
for the convenience of the public. And in order to ascertain that value, the 
original cost of construction, the amount expended in permanent improve- 
ments, the amount and market value of its bonds and stock, the present as 
compared with the original cost of construction, the probable earning capacity 
of the property under particular rates prescribed by statutes, and the sum 
required to meet operating expenses, are all matters for consideration, and 
are to be given such weight as may be just and right in each case. We do 
not say that there may not be other matters to be regarded in estimating the 
value of the property. What the company is entitled to ask is a fair return 
upon the value of that which it employs for the publid convenience. On the 
other hand, what the public is entitled to demand is that no more be exacted 
from it for the use of a public highway than the services rendered by it are 
reasonably worth." 

Subject to the Commission's review, the fixing of rates is, 
therefore, a business matter between the carriers and the shippers, 
and if they were given greater freedom of action, they could be 
trusted to get together and put the rates on a sound, business 
basis. There is a close interrelation of interest between carrier 
and shipper and if they were permitted greater freedom in this 
regard there would be a better understanding on the part of each 
of the problems of the other. Some of the carriers have estab- 
lished public-service departments for the purpose of meeting this 
need of a closer contact, with excellent results. Much could prob- 
ably be done to correct this situation if the carriers that have 
not done so would establish like service. Failure to appreciate 
this interdependence has been a great contributing cause to the 
railroad problem as it has grown from year to year for many years 
past. In considering the relation between rates and the cost of 
transportation, we must not overlook the fact that the cost of 
capital is just as much a part of the cost of transportation as is 
the cost of labor or material or supplies or any other element, 
and any adjustment of rates must give the cost of capital due 
consideration. Much refunding of capital obligations and the rais- 
ing of considerable new capital (though far less than should have 
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been raised) have taken place during the past few years at rates 
50% or more in advance of what the cost to the carriers was previ- 
ously. In justice, the rates allowed should give this recognition. 
Nowadays we all take it for granted that regulation of trans- 
portation so that rates shall be fair to all concerned, so that 
service shall be sufficient and without discrimination, so that no 
person or locality shall prosper at the expense of another is just 
as much a governmental function as taxation or any other matter 
where the welfare of all the people is at stake. But private 
management is entitled to prerogatives that must accompany any 
private business to make it successful. Transportation by rail- 
roads privately operated is subject to the same general business 
principles and conditions that appertain to other private industry, 
and too rigid public requirements are bound to be injurious. In- 
jury to the railroads is injury to the public and more directly 
than is generally realized. Therefore, while our policy toward the 
carriers, as exercised through governmental agency should be defi- 
nite, and permanent, so far as possible, it should at the same time 
permit sufficient flexibility of administration to allow control of 
rates and other transportation matters to anticipate changed eco- 
nomic conditions. Instead of attempting to adjust rates to a level 
aiming to hew as close to the line of confiscation as would stand 
the test of a court review, it would seem more consistent with sound 
policy to permit the carriers to earn a surplus in good times, in 
order that^ they may be able to reduce rates in bad times, with the 
hope of encouraging a revival of trade. Again, so long as private 
enterprise is looked to for the development of transportation 
facilities, the carriers must be permitted to earn sufficient to make 
railroad investment attractive. This they cannot do unless they 
be permitted to earn a surplus in good times sufficient not only 
to carry them through poor earnings in bad times, one year with 
another, but also to build up a reserve. This is no more than 
any commercial enterprise is entitled to. 

Testimony Respecting the Valuation of the Carriers in the 

1920 Rate Case 

Mr. Thomas W. Hulme, Vice Chairman of the Presidents' 
Conference Committee, offered striking testimony before the Inter- 
state Commerce Commission on May 27, 1920, in support of the 
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carriers' contention that the book values fairly reflected the true 
values of railway property. In his statements he relied on the 
work of Bureau of Valuation in so far as it had progressed up 
to that time. 

The statistics supporting the statement were taken from nine 
tentative valuations and forty-one so-called ''preliminary reports.'' 
These fifty railroads have an aggregate' mileage of 51,853 miles, or 
approximately 20% of the- total in the United States. 

The sunmiary shows that the cost of reproduction new plus 
the value of the lands was 101% of the total investment as reported 
by these carriers on their own books. In other words, the book 
values amounted to $3,158,275,156, while the cost of reproduction 
new and land was $3,203,782,543. 

To Mr. Hulme's tables, submitted herewith, has been added 
in each case the ratio of cost new and land to the investment in 
road and equipment as shown by the balance sheets of the roads. 



EASTERN GROUP 

Tentative Valuations (2, covering 500 miles of road) 

Cost of reproduction new $58,666,405 

Land 4.404,311 

Cost new and land 63,070,806 

Investment in road and equipment 63,610,882 

Ratio of cost new and land to investment. . . 99.15 



f^reliminary Reports (16, covering 12,834 miles of road) 

Cost of reproduction new $982,414,387 

Land 159,922,636 

Cost new and land 1,142,337,023 

Investment in road and equipment 951,196,372 

Ratio of cost new and land to investment. . . 120.09 



Total for Tentative Valuations and Preliminary Reports 

Cost of reproduction new $1,041,080,882 

Land 164,326,947 

Cost new and land 1,205,407,829 

Investment in road and equipment 1,014,807,254 

Ratio of cost new and land to investment. . . 118.78 
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SOUTHERN GROUP 

Tentative ValiMtkmB (4, coverlug 2,047 miles of ro8d) 

Cost of reproduction new 16-*, 917, 232 

Land 7 no.ffTO 

CoBt new and land 72,027,907 

Inveetmeut fn road and equipment 87.740,178 

Ratio of cost new and land to Inveatment. . . 82.00 

Preliminary Report* (10, covering 6,014 miles of road) 

Coat of reproduction new $263,851,408 

I-wd 30,408,728 

Cost new and laud 2»4,260,136 

Investment In road and equipment 247,802,158 

Ratio of cost new and land to investment. , . 118.70 

Total for Tentative Valuations and Preliminary Reprnts 

Cost of reproduction new $328,768,640 

Land 37,019.403 

Cost new and land 366,288,043 

Investment In road and equipment 336,647,336 

Ratio of cost new and land to investment. . . 109.13 

WESTERN QROUP 
Tentative Vahiatlona (3, covering 2,051 miles of road) 

Cost of reproduction new $98,726,701 

Land 8,770,411 

Cost new and land 107,496,112 

Investment in road and equipment 193,223,213 

Ratio of cost new and land to Investment. . . 55.63 

Preliminary ReporU (15, covering 28,767 miles oC road) 

Coat of reproduction new $1,387,466,289 

Land 137,124,270 

Cost new and land 1,624,590.569 

Investment In road and equipment 1,614,597,353 

Ratio of cost new and land to investment. . . 94.42 

ToUi tor Tentative Valttatlons and Preliminary Report* 

Cost of reproduction new $1,486,191,990 

Land 140,894,681 

Cost new and land 1,632,086,671 

Investment in road and equipment 1,807,820,666 

Ratio of cost new and land to investment 90.28 
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TOTALS 

Tentative Valuations (9, covering 4,688 miles of road) 

Cost of reproduction new $222,309,428 

Land 20,286,397 

Cost new and land 242,694,826 

Investment in road and equipment 3^44,579,273 

Ratio of cost new and land to Investment. . . 70.40 



Preliminary Reports (41, covering 47,165 miles of road) 

Cost of reproduction new $2,633,732,084 

Land 327,455,634 



Cost new and land 2,961,187,718 

Investment in road and equipment. ...... 2,813,695,883 



Ratio of cost new and land to investment. . . 105.24 

Total for Tentative Valuations and Preliminary Reports 

Cost of reproduction new $2,856,041,512 

Land 347,741,031 



Cost new and land 3,203,782,543 

Investment in road and equipment 3,158,275,156 



Ratio of cost new and land to Investment. . . 101.44 

Summarized valuation figures for many of the roads used by 
Mr. Hulme in the preparation of the foregoing comparisons are 
given in the supplement at the end of this Report. These are the 
more important carriers which have received tentative valuations. 
Comparisons between cost new and land values and investment in 
road and equipment for the other roads which were embodied in 
Mr. Hulme 's testimony but which are not in the supplement, here 
follow : 

EASTERN GROUP 

Preliminary Reports 

Cost New 

Central New England $15,483,002 

Hartford, Conn., West 5,037,461 

Montpeller & W. R 1,937,229 

N. Y.. N. H. & H 248,599,023 

Portland Terminal 5,253,647 

Terre Haute & Peoria 3,445,806) 

Vandalia 42,351,590/ 

* Oarrlera* Return to Order No. 7. 
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Investment 


Miles 




Cost New 


In Road & 


of 


Land 


& Land 


Equipment 


Road 


♦$1,911,772 


$17,394,774 


$22,342,396 


136 


♦ 6(59,632 


5,707,003 


4.386,613 


124 


75,551 


2,012,780 


1,124,320 


42 


♦71,000,000 


319,599,023 


195,505.844 


1,252 


2,601,268 


7,854,915 


5,138,223 


23 






f 6,267,319 
I 36,366,572 


138 


6,060,806 


51,858,294 


651 



o 

•J 






SOUTHERN GROUP 
TeoUtive Valuatioiis 



Coit New Land 

A.. B. ft A. Syitem $25.U4.141 12,857,076 

Ga. Southtrn ft Florida 10,297.667 1,231,456 

Winiton- Salem Soutbbound 5,428,444 510,665 



Coat New 
ft Land 

$27^71,817 

11,»29.113 

6,939,009 



InTeatment 

In Road ft 

Bqnlpment 

t$89,266,787 

12,278,874 

6,598,558 



Milea 

of 
Road 



892 
90 



Preliminary Reports 



Cost New 
ft Land 

$11,690,060 



InTeatment 

in Road ft 

Equipment 

18,279,568 



Cost New Land 

Charleston ft West Car $9,814,315 $1,875,745 

Ga. R. R. ft Bk. Inc. Ga. R. R. 

(Lessee org.) 14,041,901 102,493 

Gulf ft Ship Island 9,498,259 1,354,196 

N. C. ft St. L. System 56,309.554 4,857,487 

New Orleans Great Northern.... 7,298,789 208,825 

Southern Ry. in Mississippi 4,881,786 564,788 

t Inrestment as of Dec. 81. 1915. after reoricanizatlon. taken from I. C. C. statistics. 



14,144,394 

10,832,455 

01,167,041 

7.507,614 

5,446,569 



5,430,000 

14,170.063 

42.066,246 

16,045,669 

610,666 



MUes 

of 
Road 

841 



801 
808 
1,100 
248 
287 



WESTERN GROUP 
Tentative Valuations 



New Orleans, Tez. ft Mez, 



Cost New 
$8,865,636 



Land 
$141,686 



Cost New 
& Land 
$9,007,822 



Inrestment Miles 

in Road ft of 

Equipment Road 

$15,780,645 173 



Preliminary Reports 



Cost New 
Arlaona Sastem (inc. Phoenix ft 

Bast) $12,178,415 

Duluth, So. Sh. ft Atl 19,231,742 

Grand Canyon Ry 1,365,674 

Mineral Range R. R 8,230,437 

Minn.. St. P. ft S. S. M 108.066,929 

Northwestern Pacific 37,461,314 

Oregon Short Line 107,018,378 

O. W. R. R. ft N. Co 123,490,128 

Spokane, Portland ft Seattle 55,906,902 

Texas ft Pacific 66,290,979 

Trinity ft Braaos Valley 10,528,256 

% Carrier's Return Order No. 7. 



Land 

$778,654 
939,096 
6,267 
t 113,582 
1 6.634,182 
} 691,879 
t 2,666,841 

no,857,ooo 

t 6,093.285 

t 1,127,432 

499,638 



Cost New 
& Land 

$12,957,069 

20,170,838 

1,371,941 

3,344,019 

114,701,1U 
38,153,193 

109,685,219 

143,347,128 
62,000,187 
67,418,411 
11,027,894 



Investment 

in Road ft 

Equipment 

$19,227,648 

48,167,021 

1,988,785 

8,317,151 

116,953,635 

66,984,697 
118,094,103 
156,642,559 

61.266,414 
109,250,908 

11,792,807 



Miles 

of 
Road 

874 

689 

64 

64 

8,144 

506 
2,129 
1,999 

498 
1.863 



The Interstate Commerce Commission's Valuation for the 

Bate Case of 1920 

The rate making section of the Transportation Act of 1920 
required the Interstate Commerce Commission to determine the 
aggregate value of the railway property of the carriers. The 
Transportation Act became a law February 28, 1920. The rate 
making section imposes the duty on the Interstate Commerce Com- 
mission promptly to initiate rates which would yield, as nearly as 
may be, a return of not less than 5^^% on the aggregate value of 
railway property. Recognizing that the valuations had not been 
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completed, the law authorized the Interstate Commerce Commis- 
sion, in making an immediate determination of aggregate value, 
to utilize results of the investigation under the Valuation Act so 
far as such results were available, to give due consideration to all 
the elements of value recognized by the law of the land for rate 
making purposes, and to give to the property investment of the 
carriers only that consideration which under such law it is entitled 
to in the establishment of values for rate making purposes. 

Five months after the passage of the Transportation Act the 
Interstate Commerce Commission announced that for the purpose 
of this particular case, the value of the steam railway property 
of the carriers is approximately $18,900,000,000. Testimony is 
introduced in this Report on a later page to show how this valua- 
tion was reached. 

The increased rate decision itself contains the following: 

"While the valuation of the railroads under section l^a of the Interstate 
Commerce Act is still incomplete, the work has progressed so far that the 
results are of value and informative in reaching the determination we are 
now required to make. So far as the work has produced results, either as to 
particular roads, or as showing general tendencies and principles, we have 
given consideration thereto. As will appear from examination of our various 
valuation reports, and from section 19a itself, our investigations under that 
section are designed to give information as to the original cost of the property, 
the cost of reproduction new, the accrued depreciation, the amount of the 
investment, the corporate histories of the properties, the values of the lands, 
and other values and elements of value, if any. 

'TVie have also before us the investment accounts of the carriers. Since 
1907 there have been mandatory regulations by us as to the manner in which 
the investment accounts should be kept. In the administration of section 20 
of the Interstate Commerce Act we have had frequent occasion to investigate, 
and in many cases to correct, errors apparent in the investment accounts; 
other errors have been discovered and brought to our attention in the progress 
of the 'Work of valuation under section 19a. 

"The probable^ earning capacity of the properties under particular rates 
prescribed by law and the sums required to meet operating expenses, separately 
and collectively, are indicated in the record. 

*T*here is also evidence which tends to show the amount and market value 
of the bonds and stocks of the carriers. 

"In properly appraising all these elements of value we are mindful of 
the fact that the carriers are operating units and going concerns. This fact 
has been given due consideration in the light of the financial history of the 
transportation system of the United States, as developed by the record and 
as known to us. The needs for working capital, and materials and supplies 
on hand have been considered and allowance therefor has been made. 
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"From a consideration of all of the facts and matters of record, and 
those which, under section 15a of the Interstate Commerce Act, we are both 
required and authorized to consider, we find that the value of the steam- 
railway property of the carriers subject to the act held for and used in the 
service of transportation is, for the purposes of this particular case, to be 
taken as approximating the following: 

pjastern group, as detined by the carriers. . . $8,800,000,000 
Southern group, as defined by the carriers. . 2,000,000,000 
Western group, as defined by the carriers, in- 
cluding both the western and Mountain- 
Pacific groups herein designated 8,100,000,000 



Total $18,900,000,000" 

Ex Parte 74, Increased Eates 1920, 58 I. C. C, pp. 228-229. 

The Testimony of Chairman Clabk 

The Honorable Edward E. Clark was chairman of the Inter- 
state Commerce Commission at the time the valuations were made 
in the rate-case of 1920. Mr. Clark was testifying before a Senate 
Committee on October 29, 1921, when the discussion shifted to 
the method employed by the Commission in determining the aggre- 
gate value of railway property used in the rate decision of 1920. 
His testimony in part reads as follows: 

Senator Reed: It is a little aside from this hearing, but I think you 
may answer this question. How did you get at the value of the property? 
What is the general basis? Is it stocks and bonds; is it the physical value? 

Commissioner Clark: Stocks and bonds are not considered at all. The 
question, of capitalization was not thought of. It is the fair value as closely 
as could be estimated and approximated at that time of the physical property 
which was devoted to the transportation service. We had a mass of informa- 
tion which we had gathered in our valuation work, which is not in complete 
form to be given out in the foriii of reports or findings, and the transporta- 
tion act specifically authorized us to avail ourselves of that information. We 
availed ourselves of all the information that we could. 

The cost of the property, according to the books of the carriers, and which 
they urged upon us as representing the value, was something in excess of 
$20,000,000,000. The value which we found for the carriers of the country 
as a whole, for the purpose of that case, was about eighteen and one-half bilUon, 
and that included the materials and supplies on hand and reasonable working 
capital. 

Senator Reed: So you made these valuations based upon an investigation 
you had been conducting, and you were trying to arrive at what was the 
actual value of the roads, regardless of their stocks, regardless of their bonds 
and regardless of the book value. 

Commissioner Clark: I repeat that we did not regard their capitaliza- 
tion, their stocks, or their bonds in any way whatsoever, and we declined to 
accept their book value as a basis. 

9 9|( If! 4^ V V 
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Senator FemaJd: I do not recall that you gave the exact figures as to 
the value you found. I presume it may come to your memory if I repeat 
the exact value which you found. WaB it not $18,900,000,000? 

Commissioner Clark: I think it was. 

Senator Femald: I remember seeing that a few weeks ago, and I think 
it is important to have it in the record. 

Senator Reed: Did that embrace all the roada in the United States? 

Commissioner Clark: That is the aggregate property of all the steam 
railroads in the United States as determined by us for the purposes of the 
proceeding. 

Senator Pomerene: $18,900,000,000 was the best judgment of the com- 
mission after going through all the data that had been gathered during all 
these years? 

Commissioner Clark: Yes, sir. 

Senator Pomerene: That should set at rest the charge that there is nine 
billions of water in the railroads now. 

Senator Jones, of Netv Mexico: Does that figure include the percentage 
arising from the increase in the value of materials and property in recent 
years, since the roads were constructed? 

Commissioner Clark: No; it does not attempt to equate the values. The 
principal figures that we used in our value are as of 1913 and 1914. We 
fixed the price units on a given railroad valuation as of June 30, 1914. Those 
price units were, we think, accurate, and they were based upon experiences 
of a series of years in the past up to that date, and the prices then prevailing, 
for the determination of what was up to that time the normal price for fixing 
the value of a box car, a piece of track, or anything else.* 

Bate Decision of 1922 

In the rate decision of the Interstate Commerce Commission 
handed down May 16, 1922, reference was made to the valuation 
found in 1920. The Commission then stated : 

'In the instant proceeding there is little of record which goes directly 
to the subject of value. There has been a general acceptance by carriers and 
shippers of the value taken in our former determination as an appropriate 
basis for the purposes of the present proceeding. The respondent carriers 
have not attempted to show that that value should be increased, other than 
by appropriate consideration of the subsequent increments to the transporta- 
tion plant. We have before us deductions made by certain of the State 
commissions and shippers, based upon the results of the valuation work under 
section 19a of the interstate commerce act so far as announced, and also 
computations based upon the market value of outstanding stocks and bonds. 

"More than 20 months have passed since our former determination, and 
in that period the valuation of the railroads under section 19a has goncJ for- 
ward. The work is still incomplete, hut has progressed to such an extent 
that we may accept the results with fuller assurance, "both as to particular 
roads and as showing general trends and principles (italics ours). In our 

*^ Hearing before Committee on Manufactures, Senate Report, pp. 51 seq. 
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administration of varioua sections of the act^ and in our certification of 
standard return for the purposes of the Federal control act, we have had 
occasion to make further investigation and corrections of investment accounts 
of the carriers. 

"The various other values and elements of value, as set forth in Increased 
Rates, 1920, supra,^ pagcEf 228-229, have been re-examined in the light of the 
present record and the requirements of section 15a. We find no present 
reason to disturb the value Haken by us in that proceeding as approximating 
the sums there stated, except to the extent that subsequent additions to or 
withdrawals from the property in service, including materials and supplies 
and working capital, and further depreciation, make adjustment necessary 
(italics ours).'** 

Chicago, Bock Island & Pacific Eailway Valuation 

The Chicago, Bock Island & Pacific Bailway Company is the 
only company which to date has officially presented to its stock- 
holders a comparison between the tentative valuation placed upon 
the company ^s properties by the Interstate Conamerce Commission 
and the outstanding capitalization. For this reason it is con- 
sidered desirable to incorporate this comparison in this study. 

The value of the carrier property as of the valuation date of 
June 30, 1915, includes the Chicago, Bock Island & Pacific, the 
Chicago, Bock Island & Gulf and the Morris Terminal. It ex- 
cludes valuations of leased lines which are not controlled through 
the ownership of the entire capital stock, that is, the Keokuk & 
Des Moines, Peoria & Bureau Valley and White & Black Biver. 
The figures as announced by the Commission are as follows : 

Carrier Property $335,639,013 

Non-carrier Property 5,745,896 

$341,284,908 

Deduct: Values of leased lines men- 
tioned above $5,814,958 

Gash and Materials on Hand 

June 30, 1916 9,022,288 

14,837,246 

Remainder, representing physical property owned 
directly or through stock ownership, as of 
June 30, 1916 326,447,662 

Add: Additions and betterments July 1, 1915, 

to June 30, 1921 36,374,458 

Gash and materials June 80, 1921 25,455,222 

$388,277,842 

* Gf. I. G. G. No. 18293. Reduced Rates, 1922, 68 I. G. G., pp. 684-685. 
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LIABILITIES 

June 30, 1921, according to Company's books 

Long term debt $234,505,515 

Loans and bills payable 14,930,000 

Preferred Stock 54,557,989 



Total capital liabilities ahead of Common St. $303,993,504 
Common stock outstanding 74,482,523 



Total capital UablUties 378,476,027 



Amount by which minimum value as found by Commission ex- 
ceeds total capital liabilities as of June 30, 1921 $9,801,315 

Amount of equity represented by Common Stock (difference be- 
tween property values of $388,277,342 and total of senior 
obUgations) $84,283,838 

Same per share of $74,482,523 of Common Stock $113.16 

While this valuation refutes any charge of overcapitalization 
of the Chicago, Rock Island & Pacific, the officers and directors of 
that company nevertheless regard the valuation as being much 
less than the actual value of the property and have filed the pro- 
test provided for in the law in the hope that upon a hearing the 
Commission will substantially increase the valuation. 

A COMPABISON OF FiNAL VaLUE WiTH REPRODUCTION CoST 

As elsewhere stated in this report, the final value as deter- 
mined by the Commission is obtained after taking into considera- 
tion the cost of reproduction new and less depreciation, cost of 
carrier lands, appreciation, depreciation, going-concern value, 
working capital, materials and supplies and all other matters 
which appear to have a bearing on the values to be reported. 

The figures are reported on the basis of the following classifi- 
cation of property: 

1. Owned and used 

2. Used but not owned 

3. Owned but not used 

The Commission has not yet made public an analysis of the 
methods by which it has reached the determination of final value, 
but it would appear that to the cost of reproduction less deprecia 
tion was added the present value of lands, excluding excess costs 
of acquisition of same, materials and supplies and cash on hand. 
What, if any, allowance for appreciation or going-concern value 
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is made, does not appear, but from the following figures the 
allowance is evidently a very minor consideration. 

For the sake of simplicity the figures do not cover the entire 
systems named but only the properties wholly owned and used. 
In the case of the Bock Island, for example, no allowance is made 
for properties classified by the Commission as owned but not used, 
such as the Choctaw, Oklahoma & Gulf Bailway and the St. Paul & 
Kansas City Short Line, nor for the properties used but not owned. 



Cost of 
Colt of Repi^odiictlon 
Reproduction Leu 
New Depreciation 



Chicago ft Baitern Illlnoii.. $70J81,092 
Chicago, Ind. & LoniiviUe... 28,119,3S6 
Chicago, Rock Island ft Pac. 254,164,621 

Florida Bast Coast 43,015,818 

liaine Central 46,879,763 

N. T., Ontario ft Western... 37,481,743 
N. Y., PhUa. ft Norfolk.... 11,460,512 
St Lonls Southwestern 28,622,627 



$03,385,834 
22,938,569 

199,974,141 
38,569.822 
35,624,288 
28,902.147 
8,549,839 
21,833,914 



Present 

Value 

of Lands, 

Working 

Capital, etc. 

$8,946,545 
3,424,158 

01,064,200 
8,011,072 
6,464,045 
3,654,011 
2,206,533 
4,889,232 



Total 

of 

Columns 

2 and 8 

$62,382,379 
26,862,727 

251,058,846 
46,580,894 
42.068,339 
32,556,158 
10,756,872 
26,223,146 



Final 
Value 

$64,612,109 
27,270,228 

251309,983 
46,931,947 
44,030,606 
84.490,198 
10,976,927 
26,716^924 



UsBS OP Valuation 

As hereinabove stated, the Commission 's valuation, even though 
accepted by the carriers, is declared by the Act to be prima facie 
evidence only of the value of the property. Although not the sole 
measure of the value, therefore, of the property of the carrier, 
the final value will be treated as of great authority in any proceed- 
ings wherein the question of the value of the property is raised. 
It seema important, therefore, to enumerate the principal uses to 
which the valuations are expected to be put. 

Under Section 15a of the Interstate Commerce Act, as amended 
by the Transportation Act, 1920, the Commission is required to 
prescribe just and reasonable rates under which the carriers may 
earn an aggregate net railway operating income equal, as nearly, 
as may be, to a fair return on the aggregate value of the railway 
property used in the service of transportation. The final value 
will be used by the Commission as a basis for the rates it is thus 
directed to prescribe. As a result of the rates based on such values, 
the amount of earnings th$it may exceed the percentage of fair 
return fixed by the Commission will be determined for the purpose 
of recapturing the excess. 

The Transportation Act requires the Commission to prepare 
and adopt a tentative plan for the consolidation of the railway 
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properties in the United States into a limited number of systems, 
the par amount of the capitalizations of which is not to exceed 
the value of the consolidated properties as determined by the 
Commission under the authority of the Valuation Act. 

The final value so Gxed is to form the basis for the rentals 
of property by one carrier to another and the basis of payment 
for joint use of facilities. 

With the Commission's approval, reserve and depreciation 
funds are authorized by the Transportation Act to be set up and 
additions that may be made in any year will depend upon these 
final values, as the Commission is authorized to fix the percentages 
of depreciation of value that the carrier shall use. 

It appears to be the fair implication of the Transportation 
Act that the Commission will give much consideration to the values 
of the properties as thus fixed in determining the adequacy of the 
security for loans to the carriers authorized by that Act. 

It is expected that the valuations when completed will be 
largely used in connection with appraisals of the properties for 
purposes of taxation and that the result may be greater uniformity 
of taxation in the several States, a consummation devoutly to be 
wished. 

Valuation and Railroad Cbedit 

Although a railroad is a private property, as is elsewhere 
stated, it is nevertheless a public utility and subject to govern- 
mental regulation of rates. This power of the government to 
regulate rates is a power to affect earnings, which in turn affect 
the market price of the securities of the railroad, — the barometer 
of the railroad's credit. The return the carrier is entitled to on 
the fair value of the property is as much under the protection 
of the Constitution as the amount that it should receive if it were 
required to dispose of its property to the state for public purposes, 
and such fair value is the value that would be determined by the 
ordinary and usual rules. 

It was apparent long before this country became involved in 
the European war that the diminishing credit of the carriers 
would not enable them to extend transportation facilities to keep 
pace with our development, industrially and otherwise, as in gen- 
eral they were unable to raise new capital for the purpose of 
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expansion except at prohibitive rates. One of the main things 
that it was hoped would follow the passage of the Transportation 
Act, 1920, was the restoration of railroad credit, and that hope 
has been partly realized. As an aid in the restoration of credit, 
the Act provides for consolidations of railroads and values found 
by the Commission were to govern. 

As to the claim from some quarters of overcapitalization, it 
may well be that in some instances where overcapitalization may 
have occurred, it is the direct result of the policy of not granting 
sufficient rates to enable the carrier to pay out of earnings for 
expenditures properly chargeable to earnings, so that at times the 
carrier has been forced to meet these expenditures through the use 
of capital obligations. Had there been always a true and uniform 
method of accounting, reasonable earnings, a balanced capitaliza- 
tion, the difficulties of valuation would have been much less. It 
is a difficult matter to distinguish between reasonable rates, rates 
that are less than reasonable and rates that are more than reason- 
able. All these things have had their effect on the credit of the 
carriers. 

From the reports of tentative valuation thus far submitted 
by the Commission, however, it would appear, not only that the 
roads are undercapitalized, but that their real value is so much 
in excess of their outstanding capital obligations that the result 
must be a salutary effect on their credit. 
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